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Untilrecently，EastAsialaggedfaLrbehindEuropeandNorthAmericain
termsofreglOnalintegration．Since thelate1990S，COuntriesin EastAsia
haveaggressivelyjoinedtheglobalFTAraceandanintricatewebofFTAs
hasbeenlaidoutthroughoutthereglOn．MorethantwentyFTAshavebeen
concluded while about twenty more FTAs are nowin也e process of
negotiations．Followingthe trendofother AsianCOuntries，Startmginthe
late1990’stheKoreangovernmentshiftedawayfromexclusiverelianceon
multilateraltrading arrangement to actユVely seeking out reglOnaltrade
agreements，Untl12003．Korea and Mongolia were the only two WTO
membercountriesthathadnotconcludedasingleFTAdespitethefactthat
there werealreadyover150FTAsinefkctaround the world．As such，
KoreawasalatecomerintheFTArace，buthasemergedrapidlytobecome
akeyplayerinthegame．Asof2008，KoreanowhasfourFTAsinforcewith
Chile．Singapore，theEuropeanFreeTradeAssociations（EFTA）．andwith
theASEANcoveringgoods．h2007Koreasuccessfullyconcludedthemost
signiEcant FTAwidl the world’slargest economy，the United States．
Negotlationswith Canada，hdia，and the European Union arealso well
underway．Further negotiatlOnS　with the ASEAN on services and
investments are righton trackandproceedlngSmOOth1y．Ifan址eseon一
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goingnegotiatlOnSareCOnCludedsuccesshllly，thenumberofcountrieswith
WhiehKoreawillhavesignedafreetradeagreementwouldreachdozens．
Despite theflurry ofactivitleS With other countries，FTA negotiations
withJapan have been stalled since2004，Korea andJapan first began
discussing FTA negotiatlOnin November1998，After series of academic
SympOSiumsandbusinessforumS．thestagewasripewhenPresidentRoh
Moo－hyunvisitedJapaninJune2003andagreedforspeedyconclusionof
FTA．Governmentaldiscussions beganinDecember2003，but after six
roundsofbimonthlyshuttlediplomacyallnegotiations weresuspendedin
November2004．The trade talks have been blocked because of Korea’s
reluctancetofurtheropenitsautomobilemarketandothermanufacturing
industrieswhileJapanObjectedtofullyopeningitsagriculturemarket．
Meanwhile．KoreaofcoursepursuedFTAwithothercountriessuchas
Chile．Singapore，ASEAN，and the U．S．Korea’S丘rst FTA was concluded
withChilein2004．AlthoughChileisnotKorea’smaJOrtradepartner．the
negotiations can be considered as prelude　for a muchlarger FTA
negotlatlOn．Korea－USFTAwassuccessfu11yconcludedonApri12008．With
the success of Korea US trade negotiatlOn On his back，President Lee
Myung－bakvisitedJapanon Apri12008andagreedwithPrime Minister
Yasuo Fukuda on continuing FTA negotiation．But也e twoleaders only
agreedtolet“working」evel’’ofRcialsdiscussthecommerceissue．Under
their“limited”consensus，dletWOCOumtriesheldaworking－levelmeeting
June25to血1e－tunehowtoresumestallednegotiationsforanFTA．
Almost k）ur yearS have passed sincethe government discussions．but
issuessuchasagriculturalliberalizatlOnandnon－tariffbarrierssti11remams
tobeworkedout．Mostrecently．issueofDokdohascloudedthehorizonfor
improvingKorea－Japanrelationship．Themaindi伍cultywithKoreaJapan
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FTAis也atKorea’s tarifErateingeneralishigherthanJapan’S，SOitis
perceivedbymanyKoreansthattheeliminationoftariHbringseconomic
lossestoKorea．Furthermore，Koreahistorica11yhashadsubstantialtrade
deflCitwithJapan．ThereforeitisimportantforJapan to take positive
leadership and ofEer appealingincentlVeS SO that Korea cannegotiateln
earnest．
HistoryofPreferentialTradeAgreement
TheEuropeanUnlOnWaSenVisionedbyEuropeanleaderswhobelieved
Closer economic cooperatlOn WaS required forlasting peaceinEurope．
DevastatedaftertheSecondWorldWar．Europeanswantedtopermanently
endthefrequentandbloodywarsbetweencountriesandtosecurelasting
peace．h1951，the European Coaland Steel Community．which was
Supranationaltreatytoformcommonmarketforcoalandsteel，WaSSetup
asapreludetounlteEuropeancountrieseconomicallyandpolitica11y．h1969
ECSChastransformedtoEuropeanEconomicCommumty，andby1993the
SingleMarketiscompletedwiththefourfreedomsofmovementofgoods．
SerVices．laborandcapital．ThesixmembercountriesofECSChave now
become European Union（EU）．a politicaland economiCun10n Of twenty
SeVenCOuntries．Withalmost500millionpeople，theEUgeneratesabout30％
OftheworldGDP（＄16．8trillionin2007）．
Similarly NorthAmerica’s FTA cantraceitshistorywithU．S．Canada
AutoPactAgreementin1965whichalloweddutyfreetradefortrucksand
CarS．Under the U．S．Canada FTA agreement，both countries agreed to
phaseoutal1tari任barriersoverthenextdecade．beglnnlngin1989．TheU．S．
andCanadahavetheworldrslargestbilateraltraderelationshlp．eXChanglng
yearly over＄550billioninmanufactured goods．Over20percentofU．S．
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exportsgototheCanadlanmarket，WhileCanadasendsover75percentof
its exports tothe U．S．Eventually．North American economic tle WaS
extendedtoMexicoandNAFTAagreementcameintoefEectonJanuaryl．
1994．
EffectofFTAonKorea’sTrade
Todaythereareover150regionalorpreferentialtradeagreementsinthe
WOrld．Koreainthat sense began verylate as even aslate1990s Korea
bllowedstrictlymulti1ateralapproachtoworldtrade，h1999Koreabegan
FTA negotiatlOn　with Chile and　within　three years concluded FTA
agreement．Sincethen，Singapore，EFTA，andASEANfollowed．AsforU．S．
thelast step ofratiEcation by the congressin both sides remainS．The
COuntryisalsoinnegotiatl0nWithCanada，Mexico，Indla，EU，andJapan．
TheeffectofFTA asseen丘omKorea’stradewithChileindicatesthat
tradeindeedispromotedwithfreetrade．Tablelshowsgrowthofexport
andimportbeforefreetradeandafter丘・ee trade．Korea－Chileh・eetrade
agreementbecameeffectiveinMarchof2004．Korea’sexportstochilewere
StagnantbrmanyyearspriortoFTAandstoodatabout＄517millionin
2003，Butby2007，eXpOrtSincreasedto＄3，115million，anaStOnishlngSix－fold
increaseinthespanofjustfouryears．ImportsfromChlleshotupalso丘・Om
about＄1，058millionin2003to＄4．184mi11ionrepresentingfour－foldincrease．
InthemeantimeKorea’stotalexportsfose丘・Om＄197billionin2003to＄379
billionin2007representing92％increase and Korea’s totalimports rose
from＄175billionto＄350bi1110nrepreSentlnglOO％growth．AlthoughChileis
notamongKorea’smajortradepartner，theimpactoffreetradeagreement
isclearasexportsandimportsallincreasedmultiplesoftimeshlgherthan
OVerall exports andimports．The trade growthisimpressive since the
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dlStanCethatseparate KoreaandChileisclose toll，000miles，ItisironlC
thatKoreaandJapanaresuchacloseneighborsyetthereisnofreetrade
agreementbetweenthetwo．
Tablel．KoreaChileTradeVolumes
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696 7封 1，058 1．934 2．279 3．813 4．1糾 3，252
（－2 ．8） （8．3） （40．3） （82．8） （17．9） （67．3） （9．7） （13．4）
Trade
balance
－123 －3（氾 －541 － 1，226 － 1，122 －2，247 －1，069 －1，065
Source：KoreanInternatlOnalTradeAssociadon
Databr2008ishrJanuarytoAugust．
SIuggishTradeGrowth
Table2showsKorea’stradewithJapanfrom2002to2007．Historically
Korea runs chronlC trade deficitwithJapan．The de丘citis structural
becauseKoreareliesheavilyonJapanLorintermediateandcapitalgoodsin
Ordertoexport．
In2002Korea’sexportstoJapanamountedto＄15．1billionandincreased
to＄26，4billion by2007whlChis a75％increase overthe五ve years．
MeanwhileJapan’sexporttoKoreaincreasedfrom＄29．9billionin2002to
＄56．3billionin2007representlng88％increaseovertheperiod．Asaresult
tradede丘citrosefrom＄14．7billionin2002to＄29．9billlOnin2007．
UnlikeKoreaAChile trade，Korea－Japantradeisincreasingatthelower
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ratethantheoverallgrowthrateofKorea’strade．Totalexportsincreased
from＄163billionin2002to＄379in2007whichis133％increaseandtotal
importsrosefrom＄149billlOnin2002to＄350billionin2007whichis135％
rise．InotherwordsKorea’sexporttoJapanisincreasingatonly56％ofthe
rateofoverallexportgrowthrate．AnddespiteKorea’shugeandmounting
de丘citwitbJapan，importsfromJapan are growingat a rate below the
OVerallaverage growth rate asit grew88％while totalimports grew at
135％．Japan’simportsaregrowingat65％therateoftotalimportgrowth．
Table2，Korea－JapanTrade
（＄bilLion．percentchangel
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15．14 17．28 21．70 24．03 26．53 26．37
（－8．3） （14．1） （25．6） （ユ0．7） （10．4） （－0．6）
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29．86 36．31 46．14 48．40 51．93 56．25
（12．1） （21．6） （27．1） （4．9） （7．3） （8．3）
Tradeba】ance －14．71 － 19．04 －24．44 －24．38 －25．39 －29．88
Totd trade 45．（X） 53．59 67．84 72．43 78．46 82．62
Source：KoreanIntemat10nalTradeAssociatlOn
UnlikeChile，JapanisKorea’simportanttradepartner．hKorea’sexport
market，JapanranksthlrdinimportancebllowingChinaandU．S．Inimports，
Japanissecondonly toChina．Totaltrade volume withJapanrepresents
almostlO％ofKorea’sGDP．FromJapan’spointofview Koreaisavery
important export market rankingthird after U．S．and China．But on the
importside．Koreaisonlysixthinimportancefo1lowingChina，U．S．，Saudi
Arabia，U．AE．．and Australia．SinceJapanis a hugeimporter of raw
material．ifwe dlSregardtherawmaterialimportingcountries．Koreastlll
ranksthirdafterChlnaandU．S，
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Despitebeinganimportantpartner．thedatashowsthatthegrowthin
tradeissubpar，hordertoexploitthedynamiccomparativeadvantageof
bothcountriestheymustwork onopenlngup themarkettofreer trade，
eliminatenontari任barriers，andfacilitateforeigndirectinvestment．Gravity
modelofinternationaltradestatesthatotherthmgsequal，tradebetween
neighboringcountriesshouldbemoreactive．hthatlightthereshouldbe
moretrade betweenKoreaandJapan．Attheleast．bothcountries’trade
Shouldincreaseatthesamerateasaveragetradevolumeincrease．
Table3showsKoreaandJapan’stradeinterdependenceovertheperiod
1990to2007．ItisinterestingtonotethatKoreahasmanagedtodlVerSifYits
tradeoverthelasttwodecadeandtradedependencyonJapangraduallyfell
overtheperiod．h1990Korea’sexporttoJapanwas19，4％oftotalexports
andimportsh・OmJapanwas26．6％oftotalimports．By2007dependenceon
Japanfellasexportsharefellto7．6％andimportsharefellto15．8％．Onthe
Otherhand Korea has become moreimportantforJapan atleastfor the
exportside．In1990Japan’sexporttoKoreawas6．1％oftotalexportsand
importsfromKoreawas5．0％oftotalimports．By2007dependenceonKorea
increased as export shareincreased to7．1％．Theimport share over the
periodfeuto4．0％oftotalJapaneseimport．
Table3．Korea－JapanExportsandImportsShares
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AnEmpiricalAnalysis：AsymmetryinlmportDemandFunctions
AsimpleordlnarySquareregreSSionisrunforKoreaandJapan’simport
demandfunction．Annualdataisusedforperiod1971to2006forKoreaand
for1980to2003forJapanforlackofavai1abledataset．
EquatlOn（1）showsregressionresultforKorea’simportfromJapan．
（1）Mk＝3」．6E＋9　＋　0．068（Yk）－，94E＋8（er）
t＝0．81　　　t＝18．70　　　t＝1，23
EquatlOn（2）showsregressionresultforJapan’simportbnctlOn．
（2）Mj＝r2．57E＋12　＋0，CO67（Yj）＋1．05E＋11（er）
t＝9．92　　　t＝11．（X）　　　t＝2．80
whereMkisKorea’srealimport丘・omJapan，YkisKorea’srealGDPander
Standsforrealexchangeratecalculatedaswon／yenexchange ratetlmeS
Japan export priceindex over Korea export priceindex．Korea’s real
importsandGDPismeasuredindollarterms．LikewiseMjstandsforJapan’
SrealimportfromKoreaandYjStands丘）rJapan’srealGDP．ForJapan，real
importsandGDPismeasuredinJapaneseyenterms，
hl both regressionsincomeis highly signi丘cantinexplainingimports
Whereasbrtherealexchangerate，itisnotsignificantforKorea’simport
demandfunction，Howevertherealexchangerateissigni丘Canthexplainmg
Japan’simportfromKorea．ForbothcountriesR2isquitehigh－0．932for
KoreaandO．937forJapan，
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However，DurbinWatsonstatistlCSislowforbothcountries－1．07forKorea
andl．01forJapanindicatingpositiveserialcorrelation．Furtherresearchon
regression speci丘cationis required but the simple ordmaryleastsquare
estlmationisacceptableforourpurpose．
Ascanbeseenfromtheregressionresults，thereisasymmetryinimport
demandf血Ct10nS．Korea’srealGDPincreaseof＄1raisesrealimportfrom
Japan by＄0．068．0mthe other handJapan’s realGDPincrease of￥1（氾
rough1y equivalent to＄1．increasesJapan’s realimportsfrom Korea by
￥0．67（about＄0．0067）．Inotherwords，for＄1increaseinGDP，Koreatendsto
importlOtimesasmuchofJapanesegoodscomparedtoJapaneseimportsof
Koreangoods．
ProspectsofAsianRegionallntegration
Acentury丘・OmtOday，theworldmaybeglobalizedtoalevelbeyondwhat
WeCanimaginenow．Due topoliticalnecessityperhaps，aftertheSecond
WorldWar．EuropehastakenaleadintermsofeconomiC，mOnetary，and
politlCalintegration．EUcoversvastareaofEuropewithpopulationnear500
million and the economic size thatis30％of world GDP．In the Western
hemisphere NAFTA was established since1994and eventualplanis to
encompassSouthernhemisphereaswell．InthatlightAsiaiswaybehlndthe
OthermaJOreCOnOmicblocks．HugedifEerencesinsize．powerandlevelof
development among countriesinthe reglOn and strong rivalry between
ChlnaandJapanmayserveaSStumblingblockstoregionalintegration．
hAsia，ASEANwasthe丘rstmeaningfu1regionalFTAandthereforeitis
naturalthat ASEANis trying to retaln theinitlatlVein the process of
reg10nalintegratlOn．TheyalsofearthatthedynamiccenterofthereglOnis
kkelytoshifttoNortheastAsia，therebymargmallZingthe ASEANinthe
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process．Asian economicintegration must dealwith ASEAN’s resoIve to
keepthedriver’sseatintheprocess．Anotherquestioniswhetherornotand
howtoengagetheU．S．intheprocess．Finally．thereisaquestlOnOfwhowiJl
takeonaleadershiprole，NoristhereacountryinEastAsiatoleadthe
processastheU，S．hasdonewithNAFTA．NeitherJapannorChinawould
taketheleadershiproleand．eveniftheydid，itisnotclearwhetherothers
WOuldwi11inglyfollow．
Asdi丘cultasitenta11showever，EastAsiareglOnalintegrationmusttake
placebeforeforthemeaningfulAsiawidereg10nalintegrationandthe丘rst
StepintheprocessnecessarilyinvoIveJapanandKorea．HJapanseriously
envislOnS East Asia free trade area．Japanhas to showleadership and
provideincentiveforKoreatoacceptFTA．Theagendashouldnotbejust
limited to goods but encompass free movement ofhbor．more extensive
investmentin Korea byJapan（Korea’sshareofJapan’sFDIisonlyl％）．
facilitationofservicetradeandcompleteelimmationofnontariffbarriers
hlOrdertotakeadvantageofdynamicefEectsoffreetradeKoreaJapan
FTAshouldgobeyondjusttheellminat10nOftariff．Tobetrulyintegrated，
Lor example，eaCh country should o任er right ofresidence．h Europe丘）r
example，EU citizensnolongerneed to obtalnareSidence permitinthe
Member State where they reside．After　五ve years of uninterrupted
residence，UmioncltlZenSandtheirfami1ymemberscanacquireapermanent
rightofresidence，Whichwillnolongerbesu玩ecttoanyconditlOnS．
Therefore．success or血llure ofEast Asian regionalintegrationlargely
depends on whether or not and how Korea andJapan reconcile and
harmonlZe the different economic，pOlitical and strateglC gOals of maJOr
playersintheregion．Worldtrade talkscollapsedaftersevenyearsofon－
again，Off－againnegotlations．Thef彿1ureappearedtoend．forthenearterm
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atleast．anyhopesofaglobaldealtofurtheropenmarketsandstrengthen
theinternationaltradlngSyStem．StalemateofDohaRoundandconcomitant
increaseinthe economicinLluence of regionalism necessitates stronger
reglOnaleconomictiesforKoreaandJapan．Althoughmodernhistoryof
JapanesecolonialismwasunfortunateforKorea，thetwocountrieshavehad
culturaland economic ties goingback many centuries．And Korea－Japan
FTAisanaturalsteppingstonebrawiderEastAsiaFTA．Bothcountries
must work together to build upon the progress madethus far，further
strengthenthegrowingsenseofcommunlty，andspreadthetrendofreform
andliberalizatlOnthroughouttheregion．
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